Appendix B
U.S. Coast Guard
Status of Prior Year NFRs

September 30, 2010
Disposition"

NFR No. Description Closed’ @ 010ReNpl$la{t No.)
09-01 Statement of Net Cost USCG 10-03
09-02 Contracting Officer Warrant Authority USCG 10-04
09-03 Accounts Payable Accrual USCG 10-26
09-04 Purchase Requests/Commitments USCG 10-02
09-05 Number not used Not applicable
09-06 Operating Materials and Supplies USCG 10-23
09-07 Accrued Payroll and Unfunded Leave Accrual USCI%}_;Z-ZZ,
09-08 PP&E Construction In Process (CIP) USCG 10-17
09-09 Actuarial Post-Employment Travel Liability USCG 10-13
09-10 PP&E Repairables USCG 10-14
09-11 Number not used Not applicable
09-12 Actuarial Medical Liability USCG 10-30
09-13 Intragovernmental Transactions and Balances USCG 10-15
09-14 Financial Disclosure Reports USCG 10-10
09-15 Environmental Liability USCG 10-05
09-16 Number not used Not applicable
09-17 Accounts Receivable USCG 10-31
09-18 PP&E Asset Records USCG 10-11
09-19 Undelivered Orders USCG 10-27
09-20 Cumulative Results of Operations USCG 10-09
09-21 Federal Financial Management Improvement Act (FFMIA) USCG 10-08
09-22 FBWT — Reconciliation / Military and Civilian Payroll Processes USCG 10-20
09-23 PP&E Non-Construction In Process (CIP) Assets USCG 10-06
09-24 Federal Manager Financial Integrity Act USCG 10-29
09-25 Suspense Accounts USCG 10-21
09-26 Vessels and Small Boats Useful Lives USCG 10-07
09-27 Year-end Pipeline Adjustment USCG 10-27
09-28 Legal Liability Reporting USCG 10-12
09-29 Financial Management Oversight USCG 10-18
09-30 Financial Statement Disclosures X
09-31 Financial Reporting Process USCG 10-28
09-32 Number not used Not applicable
09-33 Heritage Assets USCG 10-01
09-34 Non-Expenditure Transfer Forms X

' KPMG was engaged to perform an audit over the DHS balance sheet and statement of custodial activity as of and
for the year ended September 30, 2010, and was not engaged to perform an audit over the statement of net cost,
statement of changes in net position, and statement of budgetary resources for the year ended September 30, 2010.
In addition, we were engaged to follow up on the status of all active NFRs that supported significant deficiencies
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reported in KPMG’s Independent Auditors’ Report dated November 13, 2009.

? NFRs were closed either through remediation of the findings or that we were not engaged to follow up on active
NFRs that did not support significant deficiencies reported in KPMG’s Independent Auditors’ Report dated
November 13, 2009.
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Reply to CG-84
Attn of: Captain Patrick Flynn
202-372-3652

To: Anne L. Richards
DHS Assistant Inspector General for Audits

Subj:  MANAGEMENT LETTER FOR THE U.S. COAST GUARD’S
FINANCIAL STATEMENT AUDIT; OIG PROJECT NO. 10-069-AUD-MGMT (b)

1. Attached is our response to your Draft Report: Management Letter for the FY 2010
U.S. Coast Guard's Financial Statement Audit.

2. Should you have any questions, please contact Captain Patrick Flynn at (202)-372-3652.
#

Encl: (1) U.S. Coast Guard Financial Management Comments
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FMC 10-01 - Legal Liability Reporting (NFR No. USCG 10-12)

Recommendation # 1: Review, document, and implement a process to support the 20%
threshold prescribed for the quarterly floor to file check of open case files.

Coast Guard Response: The Coast Guard concurs with this recommendation. The Coast
Guard is developing a process to document and support the 20% threshold prescribed for the
quarterly floor to file check of open case files. This process will be fully implemented by
March 31, 2011.

Recommendation # 2: Develop, document and implement stronger internal controls over the
mathematical calculation of the historical payout rate calculation, management schedule and
aggregate reports to prevent future errors.

Coast Guard Response: The Coast Guard concurs with this recommendation. The Coast
Guard submitted a corrected FY10 3" quarter report and implemented a standardized review
checklist to strengthen the internal controls over the mathematical calculations used in the
quarterly reports. This control was implemented prior to the FY 10 4™ quarter reporting
period. Additionally, the review checklist was incorporated into the Desk Officer’s Standard
Operating Procedure (SOP).

Recommendation # 3: Develop, document, and implement a process to ensure that settlements
paid out of the Judgment Fund are properly captured in the quarterly legal liabilities balance
calculation.

Coast Guard Response: The Coast Guard concurs with this recommendation. The Coast
Guard is reviewing the current procedures and implementing additional monitoring controls
to ensure settlements paid out of the Judgment Fund are properly captured in the quarterly
legal liabilities balance.

FMC 10-02 — Accrued Payroll and Unfunded Leave Accrual (Military) (NFR No. USCG 10-22)

Recommendation # 1: We recommend that Coast Guard continue to reinforce, test and validate
the internal controls to ensure the policies and procedures requiring management review of
member personnel data changes at the Servicing Personnel Offices (SPOs) and the Pay &
Personnel Center (PPC), include:

e Review and approval for pay transactions,

¢ Review of source documentation for request and approval of leave transactions, and

* Review of account balances included in the leave liability calculation.

10
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Coast Guard Response: The Coast Guard concurs with this recommendation. The
following corrective actions have been started:

e The Assistant Commandant for Human Resources (CG-1) and the Assistant
Commandant for Resources (CG-8) submitted a software system change request to
the Assistant Commandant for Commandant for Command, Control,
Communications, Computers and Information Technology (CG-6) for proper
separation of duties (review and approval) for pay-related transactions in Direct
Access. This is being coded and implemented.

e The Assistant Commandant for Resources is reviewing the guidance for leave
document retention and researching alternate leave process solutions that are in
accordance with National Archives and Records Administration standards.

e The PPC has submitted a system change request to payroll to correct the leave
liability report to exclude members who are no longer eaming pay.

e The PPC has implemented a new process of data extracts for detailed leave balances
and a reconciliation of employee ID’s with the employee ID’s included in the payroll
disbursement.

e The Coast Guard will research the requirement to retain retired members’ tax
withholding supporting documentation for self-service charges (when a member does
it themselves on-line).

FMC 10-03 — Operating Materials and Supplies (OM&S) (NFR No. USCG 10-23)

Recommendation # 1: Review and remediate issues with classification between repairables
(recorded as PP&E) and consumables (recorded as OM&S), valuation procedures involving
weighted average pricing, the time lag between the execution of IPACs by other federal agencies,
and the disposal of material excess to the CG need.

Coast Guard Response: The Coast Guard concurs with this recommendation. The Coast
Guard is developing additional controls to remediate issues related to the classification
between repairables (recorded as PP&E) and consumables (recorded as OM&S), valuation
procedures involving weighted average pricing, time lag between the execution of [IPACs by
other federal agencies, and the disposal of material excess to the Coast Guard need. These
actions will be fully implemented prior to September 30, 2011.

Recommendation # 2: Record differences identified during the FY10 valuation testing for
sample items reviewed for the Surface Forces Logistics and the Aviation Logistics Center.

Coast Guard Response: The Coast Guard concurs with this recommendation. The

adjustments and corrections have been made. The valuation validation will be completed by
February 28, 2011.
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Recommendation # 3: Perform an analysis to determine the cause of the errors identified during
the FY 10 testing and identify improvements to current controls and procedures.

Coast Guard Response: The Coast Guard concurs with this recommendation. The Coast
Guard completed the analysis to determine the cause of the errors identified during the FY10
testing and has corrected the errors. The Coast Guard identified improvements to current
controls and procedures, and is currently implementing the changes.

Recommendation # 4: Review quarterly validation procedures and make changes as required to
further emphasize the need to perform valuation validation procedures at the inventory control
points as part of the quarterly review procedures.

Coast Guard Response: The Coast Guard concurs with this recommendation. The Coast
Guard is preparing the valuation validation procedures. These procedures will be fully
implemented prior to June 30, 2011.

Recommendation # 5: Review the policies, procedures, and internal controls associated with
material handling forms used at air stations as well as the need for standardized forms at these
locations.

Coast Guard Response: The Coast Guard concurs with this recommendation. The Coast
Guard is updating the policies, procedures, and internal controls associated with material
handling forms used at air stations as well as the need for standardized forms at these
locations. The estimated completion date for updating the policies and procedures is March
31, 2011.
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ADDITIONAL INFORMATION AND COPIES

To obtain additional copies of this report, please call the Office of Inspector General (OIG) at (202) 254-4100,
fax your request to (202) 254-4305, or visit the OIG web site at www.dhs.gov/oig.

OIG HOTLINE

To report alleged fraud, waste, abuse or mismanagement, or any other kind of criminal or noncriminal
misconduct relative to department programs or operations:

+ Call our Hotline at 1-800-323-8603;

 Fax the complaint directly to us at (202) 254-4292;

* Email us at DHSOIGHOTLINE@dhs.gov; or

* Write to us at:
DHS Office of Inspector General/MAIL STOP 2600,
Attention: Office of Investigations - Hotline,

245 Murray Drive, SW, Building 410,
Washington, DC 20528.

The OIG seeks to protect the identity of each writer and caller.






